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NSAE-00 NSC-05 PA-01 PRS-01 SP-02 SS-15 USIA-06 AID-05 
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103390 

R 040922Z SEP 75 
FM AMEMBASSY TOKYO 
TO SECSTATE WASHDC 3025 
INFO AMEMBASSY SEOUL 

CONFIDENTIAL TOKYO 12352 

E.O. 11652: GDS 
TAGS: EAID, JA, KS, EINV 

SUB J : PROSPECTS FOR ADDITIONAL JAPANESE AID TO KOREA 
REF: TOKYO 12211 

SUMMARY: GOJ REPS INDICATE A) GOJ DOES NOT CONTEMPLATE ANY 
LONG TERM ECONOMIC COOPERATION AGREEMENT WITH ROK TO REPLACE 
EXPIRING PROPERTY AND CLAIMS AGREEMENT: B) GOJ HAS NOT DETER- 
MINED FUTURE AID LEVELS TO KOREA, BUT OFFICIAL AID WILL NOT 
APPROACH FIGURE INFORMALLY SUGGESTED BY KOREANS ($600 MILLION 
ANNUALLY) NOR IS IT LIKELY TO ATTAIN LEVEL FLOATED BY PRESS 
($300 MILLION): AMOUNT WILL BE INFLUENCED BY KOREAN EXPLAINATION 
OF UPCOMING FIVE YEAR PLAN, BUT IN SETTING AID LEVEL GOJ IS 
CONFRONTED BY ECONOMIC AND POLITICAL PROBLEMS OF ITS OWN: C) 

GOJ DOES NOT PRESENTLYPLAN TO SUPPORT YOSU PETROCHEMICAL COM- 
PLEX BUT QUESTION REMAINS OPEN: D) JAPANESE BUSINESSMEN NOW 
REGARD ROK AS LESS ATTRACTIVE SITE FOR INVESTMENT THAN 
FORMERLY. END SUMMARY. 

1. EMBOFFS HAVE REVIEWED PROSPECTS FOR ADDITIONAL 
JAPANESE AID TO AND PRIVATE INVESTMENT IN KOREA WITH 
OFFICIALS FROM FONOFF (TAKAHASHI, NORTH ASIA DIVISION, 

AND SEZAKI, FIRST ECONOMIC COOPERATION DIVISION), MITI 
(OIKAWA AND ISHIKAWA, NORTH ASIA DIVISION), AND EXIM. 
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MAIN POINTS WHICH EMERGED FROM THESE CONVERSTIONS ARE 
AS FOLLOWS: 

2. RE LONG TERM AID AGREEMENT TO REPLACE EXPIRING 
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PROPERTY AND CLAIMS AGREEMENT OF 1965: DURING 1974 IDEA 
OF FOLLOW-ON LONG TERM AGREEMENT WHICH WOULD PROVIDE FOR 
OFFICIAL JAPANESE AID TO KOREA FOR AN ADDITIONAL TEN YEARS 
AT 50 MILLION DOLLAR ANNUAL LEVEL WAS BROACHED BY ROKG 
OFFICIALS TO CERTAIN QTE RIGHT WING UNQTE LDP DIET MEMBERS. 
HOWEVER, COMBINATION OF ECONOMIC AND POLITICAL REASONS 
(SEE BELOW), INCLUDING FACT THAT SUCH AGREEMENT WOULD 
REQUIRE DIET APPROVAL, MAKE IT VERY DOUBTFUL THAT AN 
AGREEMENT WILL BE ENTERED INTO. FONOFF INFORMED BOTH 
ROKG AND DIET MEMBERS OF PROBLEMS CONFRONTING POTENTIAL. 
AGREEMENT AND IDEA HAS BEEN DROPPED FROM ACTIVE CONSIDERATION. 

3. RE FUTURE GOJ OFFICIAL AID LEVELS: A) KOREANS ARE 
ANXIOUS TO CONTINUE TO RECEIVE JAPANESE OFFICIAL FUNDS, 
ESPECIALLY SINCE KOREA DONOR GROUP (IECOK) DECIDED 
THAT ROK WOULDNEED 2 BILLION DOLLARS ANNUALLY IN 
OFFICIAL FUNDS FROM ALL SOURCES. SINCE IECOK MEETING, 

ROKG OFFICIAL HAVE BEEN QTE INFORMALLY AND UNOFFICIALLY 
WHISPERING UNQTE TO GOJ THAT APPROPRIATE GOJ SHARE OF 
THIS AMOUNT WOULD BE ABOUT ONE THIRD, OR 600 MILLION 
DOLLARS. THIS AMOUNT, HOWEVER, IS TOO HIGH IN GOJ VIEW. 

THE FIGURE MENTIONED IN RECENT JAPANESE PRESS ACCOUNTS- 
300 MILLION DOLLARS, TO CONSIST OF 100 MILLION DOLLARS 

IN GOVERNMENT LOANS AND 200 MILLION DOLLARS OF EXIM 
BANK AND PRIVATE CREDITS-ALSO IS PROBABLY TOO HIGH. 

FUTURE JAPANESE AID FOLOWS ARE LIKELY TO BE LESS THAN IN 
THE PAST, THOUGH THE EXACT LEVEL REMAINS TO BE DETERMINED. 

ROKG ECONOMIC PLANNING BOARD VICE MINISTER LEE WILL VISIT 
TOKYO THIS WEEK (SEE BELOW) AND IT MAY BE THAT HE WILL 
WISH TO DISCUSS FUTURE JAPANESE AID LEVELS. B) HOWEVER, 

JAPAN NOW FACES ECONOMIC AND BUDGETARY PROBLEMS OF ITS 
OWN. IN ADDITION, OPPOSITION PARTIES ARE VERY CRITICAL 
OF AID TO QTE REGIME SUCH AS ROKG UNQTE: EVEN WITHIN LDP 
THERE IS OPPOSITION FOR THIS REASON AND BECAUSE ROK HAS 
ARGUABLY ADVANCED BEYOND DEVELOPING COUNTRY STAGE. FOR 
SUCH REASONS, GOJ HAS NOT YET DECIDED HOW TO RESPOND 
TO KOREAN DESIRES. MOFA FOR ITS PART IS QTE NOT UN- 
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COOPERATIVE UNQTE. FINANCE MINISTRY IS CRITCAL OF AID 
GENERALLY BUT PARTICULARLY SO IN CASE OF AID TO ROK AND 
LESS SO, FOR INSTANCE, IN CASE OF AID TO COUNTRIES SUCH 
AS BANGLADESH. MITI QUESTIONS IBRD/IECOK CONCLUSION 
THAT ROK NEEDS $2 BILLION YEALY AND FEELS BASIS FOR 
THIS FIGURE WAS NOT ADEQUATELY EXPLAINED. GOJ'S ULTIMATE 
RESPONSE TOKOREA'S REQUEST WILL DEPEND ON ROKG'S EXPLA- 
NATION OF ITS NEW FIVE YEAR DEVELOPMENT PLAN, WHICH IS 
EXPECTED TOBE PRESENTED AT FORTHCOMING MINISTERIAL. 

HOWEVER, EVEN SHOULD EXPLANATION BE CONVINCING, NO 
COMMITMENTS WILL BE MADE AT THE MINITERIAL ITSELF. 

4. RE JAPANESE COPERATION WITH KOREAN LARGE SCALE 
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DEVELOPMENT PROJECTS: JAPAN AND KOREA HAVE REACHED 
AGREEMENT IN PRINCIPLE THAT JAPAN WILL ASSIST VARIOUS 
KOREAN PROJECTS WITH NORMAL DEFERRED PAYMENT COMMERCIAL 
CREITS. KOREA PRESENTED TO JAPANA LIST OF ELEVEN 
PROJECTS RANKED IN ORDER OF PRIORITY WITH RESPECT TO 
WHICH JAPANESE COOPERATION IS DESIRED. THE YOSU PETRO- 
CHEMICAL PROJECT WAS AT THE HEAD OF THE KOREAN LIST, 

WHICH ALSO INCLUDED EXPANSIONOF THE POHAN STEEL MILL. 

MITI SELECTED 4 OR 5 PROJECTS FROM THIS LIST, BUT YOSU 
WAS NOT AMONG THEM FOR SEVERL REASONS, E.G. A) JAPAN 
CAN SUPPORT ONLY ONE LARGE PROJECT AT A TIME AND 
PRIORITY SHOULD GO TO ONGOING POHAN PROJECT BEFORE NEW 
YOSU PROJECT, B) KOREA FOR ITS PART SHOULD RETRENCH 
RATHER THAN EXPAND ITS AMBITIOUS ECONOMIC DEVELOPMENT 
PLANS INVOLVING ANOTHER LARGE SCALE INDUSTRIAL COMPLEX, 

(C) LARGE PORTION OF YOSU'S OUTPUT WOULD BE EXPORTED TO 
JAPAN WHERE IT WOULD COMPLETE WITH JAPANESE PETROCHEMICAL 
INDUSTRY, WHICH CURRENTLY PLAGUED BY OVERCAPACITY AND 
DEFICITS, AND, FINALLY, D YOSU QTE NOT MATURE UNQUTE. 
HOWEVER, JAPANESE INTERETS (MITSUI) WHICH WOULD PARTICI- 
RATE NOW LOBBYING WITH GOJ TO HAVE YOSU PUT INTO LIST 
OF PROJECTS RGARDED BY GOJ AS ACCEPTABLE. FURTHERMORE, 

VICE MINISTER LEE PLANS TO DISCUSS THIS PROJECT WITH GOJ 
REPS WHEN HE COMES TO TOKYO THIS WEEK. 

5. RE JAPANESE INVESTMENT IN KOREA: DURING JFY 1974 
(ENDING MARCH 31 1975) GOJ APPROVED AN ADDITIONAL 77 
MILLION DOLLARS PRIVATE INVESTMENT IN ROK (COMPARED TO 
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211 MILLION DOLLARS IN JFY 1973) TO BRING CUMULATIVE 
TOTAL ON APPROVAL BASIS TO 495 MILLION DOLLARS. EVEN SO, 
JAPANESE BUSINESSMEN REGARD ROK AS LESS ATTRACTIVE SITE 
FOR INVESTMENT NOW FOR SEVERAL REASONS: 

A) REPRESSIVE POLITICAL MEASURES ADOPTED BY ROKG RAISE 
SOME DOUBTS IN MINDS OF INVESTORS ABOUT STABILITY OF 
AREA AS FUTURE SITE FOR INVESTMNT: B ECONOMIC ADVANTAGE 
OF CHEAP KOREAN LABOR IS DIMINISHING AS KOREAN WAGE 
SCALES RISE: EVEN SO, RELATIVELY LOW WAGES PAID KOREANS 
BY JAPANESE INVESTORSIS SOURCE OF FRICTION IN KOREA: 

C) OPPOSITION EXISTS IN JAPAN TO THOSE JAPANESE FIRMS 
WHICH USE RELATIVELY ADVANTAGEOUS CONDITIONS IN KOREA 
TO STRENGTHEN COMPETITIVE POSITION VIS-A VIS FIRMS BASED 
IN JAPAN. HOWEVER, FACT THAT SELECTION OF SITES FOR 
LARGE SCALE PROJECTS REMAINS RELATIVELY EASY AND IN- 
EXPENSIVE IN KOREA IS A CONTINUING ATTRACTION TO POTENTIAL 
JAPANESE INVESTORS. 

HODGSON 
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